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On Feb. 23, Argentine Economy Minister Domingo Cavallo met with William Rhodes vice-president
of Citibank and the head of a foreign creditor renegotiating committee to finalize the details of an
accord to reduce and restructure Argentina's US$31 billion commercial debt. In December 1992,
Argentina and the 13 member renegotiating committee signed the debt-reduction accord at a special
ceremony in Argentina. The committee's endorsement paved the way for a final ceremony, to be
held on April 7 in New York, in which all of Argentina's 700-odd foreign commercial creditors will
formally sign the agreement, marking the conclusion of debt renegotiation. Under the accord, 65% of
the US$23 billion in principal owed to the banks will be traded for "par bonds." The par bonds will
not come due for 30 years, thus allowing Argentina to defer repayment on that portion of the debt
(about US$15 billion) until 2023. The par bonds will earn fixed annual interest of 4% to 5% during
the first six years, and 6% in the remaining 24 years. The remaining 35% of debt (about US$8 billion)
will be traded for "discount bonds." The discount notes automatically reduce the amount owed by
35% (about US$2.8 billion), since those bonds are only equal to 65% of the value of the original debt.
In contrast to par bonds, however, the discount issues earn a variable interest rate, equivalent to at
least 13/16 of 1% above LIBOR (London inter-bank lending rate). Finally, repayment on US$8 billion
in interest owed on the commercial debt will be postponed for 12 years. "The agreement clearly
marks an end to the debt crisis in Argentina, completely reestablishing that country's relations
with the international financial community," said Citibank's Rhodes after meeting with Cavallo in
New York. In fact, the debt reduction accord is formally backed by the largest multilateral lending
institutions, which will provide nearly US$3 billion for Argentina to purchase zero coupon bonds
(non-interest carrying deposits), which will then be held as a back up fund to guarantee debt
repayment to creditors under the new debt accords. The funds will come from the World Bank (US
$450 million), the International Monetary Fund (US$1 billion), the Inter- American Development
Bank (US$650 million), and Japan's Eximbank (US$800 million). In addition, the accord paved the
way for new loans from those institutions for other government programs. Since December, the
IDB approved US$350 million for a private sector investment promotion fund and improvement of
government tax administration, the IMF approved US$200 million for balance of payments support,
and the World Bank US$300 million to finance public sector reforms. Also, in January, the US
government reduced Argentina's bilateral debt to the US by 10%, from US$38.1 million to US$34.3
million. (Sources: Associated Press, 12/06/92; Chinese news service Xinhua, 12/18/92; Spanish news
service EFE, 12/05/92-12/06/92, 01/06/93- 01/07/93, 01/15/93, 02/03/93, 02/22/93; Notimex, 02/23/93;
Agence France-Presse, 12/05/92, 12/09/92, 12/14/92-12/16/92, 01/05/93-01/06/93, 01/08/93, 01/13/93,
01/15/93, 01/29/93, 02/02/93-02/03/93, 02/22/93-02/23/93; Inter Press Service, 02/24/93)
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